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State of Montana 
1500 Sixth Ave. Phone 406-444-3134 
HELENA, MONTANA 59620-0139 


MEMBERS OF THE BOARD 


KENNETH M. MESKE, Great Falls, Chairman DAVID L. SENN, Executive Secretary 

JAMES E. BURKE, Livingston MARY L. ANDRIDGE, Ass't Executive Secretary 
J. THOMAS RYAN, Helena 

J. WILLIAM KEARNS, JR., Townsend 


LEROY A. CORBIN, Butte 
EDWARD F. ARGENBRIGHT December 10, 1986 


State Supt. of Public Instruction, Ex Officio 


The Honorable Ted Schwinden 
Governor 

State of Montana 

State Capitol 

Helena, MT 59620 


Dear Governor Schwinden: 


On behalf of the Teachers' Retirement .Board and in 
accordance with 19-4-201(4), we are pleased to submit herewith, 
the biennial report of the Teachers' Retirement System, for the 
two fiscal years 1984-85 and 1985-86. 


The report consists of four sections, the Financial Section, 
which provides financial statements of the system, along with 
accompanying footnotes,; the Actuarial Sections, which includes 
the independent consulting actuary's analysis and results of the 
biennial valuation; the Investment Section, which gives a 
detailed listing of investments; the Statistical Section, which 
contains historical data of the system's contribution rates, 
revenues and expenditures over a given period of time. 


The Teachers' Retirement Board is dedicated to a policy that 
the system be maintained on an actuarially sound basis to assure 
the broadest and fairest possible range of disability, death, and 
retirement benefits to teachers of Montana as prescribed by state 
SieaeEWwEeSE 


Sincerely, 


a .s ey if / f 
Cn J ae 
David L. Senn 
Executive Secretary 
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RETIREMENT BOARD, ADMINISTRATIVE STAFF, 
LEGA!T, ADVISOR AND PROFESSIONAL CONSULTANTS 
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BALANCE SHEET 
STATEMENT OF REVENUES, EXPENSES AND 
CHANGES IN FUND BALANCE 
STATEMENT OF CHANGES IN FINANCIAL POSITION 
NOTES TO FINANCIAL STATEMENTS 
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ANALYSIS OF VALUATION 

WORMAL COST ALLOCATION 

PRESENT VALUE AND BENEFITS 

CONTRIBUTION AND LIABILITY ALLOCATIONS 

VALUATION COMPARISON 

COMPARISON CONTRIBUTION MEMBERS /MEMBERS 
RECEIVING BENEFITS 

ACTUARIAL FUNDING METHOD AND ASSUMPTIONS 

DISCUSSION OF ACTUARIAL ASSUMPTIONS 

SUMMARY OF BENEFIT PROVISIONS 
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COMMERCIAL PAPER 
U.S. BANKERS ACCEPTANCE 
BANKS and INSURANCE 
CANADTAN 
CONVERTIBLE BONDS 
INDUSTRIAL 
OTHER FINANCIAL 
RAILROADS 
TRANSPORTATION EXCLUDING RAILROADS 
ULTILETIES 
U.S. GOVERNMENT OBLIGATIONS 
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MISCELLANEOUS 
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PRINCIPAL OFFICES AND OFFICERS 


THE TEACHERS' RETIREMENT SYSTEM 


TEACHERS' RETIREMENT BOARD 


MEMBER TERM ADDRESS 
J. WILLIAM KEARNS, JR., 7/01/85 to 7/01/89 210 North Walnut 
CHAIRMAN Townsend, MT 59644 
J. THOMAS RYAN, COAL Bikey see) YAMIN 433) 1057 Phillips Lane 
VICE CHAIRMAN Helena, MT 59601 
LEROY CORBIN H/OL/86 to 7/01/90 1208 West Silver 


Butte, Mi 5917.01 


JAMES E. BURKE 7/01/84 to 7/01/89 216 South 5th 
Livingston, MT 59047 


KENNETH M. MESKE* T/AOUL/ EY Feo. FW / O17 3437 12th Avenue S. 
Great Falls, MT 59405 


EDWARD F. ARGENBRIGHT ldpig (Qheres oslo) Office Public Instruction 
State Capitol 
Helena, MT 59620 
ADMINISTRATIVE OFFICERS 


DAVID L. SENN Executive Secretary 


MARY L. ANDRIDGE Assistant Executive Secretar 


LEGAL ADVISOR 


BEDA J. LOVITT Department of Administration 
PROFESSIONAL CONSULTANTS 


HENDRICKSON & ASSOCIATES INC. Actuarial Consultants 
Helena, MT 59601 


*Kenneth M. Meske is currently the Chairman as of 8/01/86 (Fiscal Year 1987) 
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FINANCIAL SECTION 


BALANCE SHEET 


STATEMENT OF REVENUES, EXPENSES AND CHANGES IN FUND BALANCE 


STATEMENT OF CHANGES IN FINANCIAL POSITION 


NOTES TO FINANCIAL STATEMENTS 
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TEACHERS" RETIREMENT SYSTEM 
BALANCE SHEET 
JUNE 30, 1986 


ASSETS: 
Current Assets: 
Cash $8,178,842 
Accounts Receivable 4,930,100 
Interest Receivable 8) oA, 776 


Investments: 
Mortgages 54,03 35,058 
Securities B09 82, 2504 
Common Stock SiO ile, Teles 
Land and Buildings 193,844 
Less: Accumulated 
Depreciation on Buildings (60,846) 
Total Investments 415,320,043 
Other Assets: 
Equipment 46,994 
Less: Accumulated 
Depreciation on Equipment (187179) 
Deferred Losses (Footnote A) Mi pSAa2s 1930 


TOTAL ASSETS $444,425,506 


LIABILITIES AND FUND BALANCE: 


Current Liabilities: 


Accounts Payable $978,245 

Accrued Expenditures 10,928 
Other Liabilities: 

Compensated Absence 27,494 
Fund Balance: 

Pension Accumulation 83%, 267,503 

Annuity Savings 89,473,109 

Annuity Interest Savings 17 O66 8% 227 

Total Fund Balance 443,408,839 


TOTAL LIABILITIES AND FUND BALANCE $444,425,506 


The footnotes to the financial statements are an integral part of 


this statement. 


TEACHERS ' 


RETIREMENT SYSTEM 
STATEMENT OF REVENUES, 


EXPENSES, 


CHANGES IN FUND BALANCE 


FOR THE TWO FISCAL YEARS ENDED JUNE 30, 


OPERATING REVENUES: 
Membership Contributions 
Employer Contributions 
Investment Earnings 


Total Operating Revenue 


OPERATING EXPENSES: 
Benefit Payments 
Withdrawals 
Administrative Expenses 
Total Operating Expenses 


OPERATING TRANSFERS IN: 
Public Employees' Retirement 
System 
OPERATING INCOME 


FUND BALANCE, JULY 1 
Adjustments to Fund Balance 
Prior Year Adjustments 


ENDING FUND BALANCE 


1986 
$27,603,165 
PY p SAA pad 
45,270,441 
LOO pug d 5 U3 
37 7533) pals) 
4,647,911 


SW ytsiead) 
NP ODS) pilD: 


54,989 


Dp DIO 7 IGE: 


373 pYOS 7975 


134 


6 sot 764— 


$443,408,841 


AND 
1985 AND 1986 
IBS 
$26,630,671 
26,104,746 
Sp Dep Deu 
87,988,968 
32,498,499 
Ar Orley O10 


8847025 
37,644,612 


216,828 


* 
50,561,184 


328,730,597 
(100,459) 2 
(225,347) 


- To present on a consistant basis the accrued interest revenue 


is not included in Fiscal year 1985 because of the prior year 


= See £ootnote EF 
2 — ‘See LootnoteG 
* 
adjustment of $6,851,764. 
The 


this statement. 


footnotes to the financial statements are an integral part of 


TEACHERS" RETIREMENT SYSTEM 
STATEMENT OF CHANGES IN FINANCIAL POSITION 
FOR THE FISCAL YEARS ENDED JUNE 30, 1985 AND 1986 


1986 1985 
RESOURCES PROVIDED BY OPERATIONS: 
Net Operating Income S57 (19105, 9168 $51), sods 343* 
Add Items Not Requiring the 
Use of Working Capital: 


Depreciation 6,458 5,616 
Deferred Gains-Losses (86) eT S3} pS) pala DiS 
Prior Year Adjustment 6,851,764 
Fund Balance Adjustment 134 
TOTAL RESOURCES PROVIDED Son, 207 au 19 IAMS pS 
RESOURCES APPLIED TO: 
Investments S55 016-7 513 $50,814,339 
Deferred Losses 766,229 
Equipment Purchases 8,976 ey UAE 
Unamortized Mortgage Discount 20,012 14,635 
Fund Balance Adjustments 100,459 
Prior Year Adjustment 2125, au 
Total Resources Applied $557,595) pak S51, I3 6S 


NET INCREASE IN WORKING CAPITAL $11,672,038 $ 102,799 


ELEMENTS OF NET INCREASE IN 
WORKING CAPITAL: 


Cash $3,896,898 $153,258 
Accounts Receivable (112,484) (461,788) 
Interest Receivable 8,154,776 800,159 
Employee Advances (258) 258 
Accounts Payable (462,774) 150,058 
Accrued Expenditures 223), 3:74 60,854 
Compensated Absences (274,944) 


NET INCREASE IN WORKING CAPITAL $11,672,038 $ 1OZ oOY 


The footnotes to the financial statements are an integral part of 
this statement. 


* Revenue adjusted by the manual adjustment for Accrued interest 
receivable was used to determine the change in Financial 
Pesteron for BYES (as 50,561,184 + 800), 159 = 51, 361,343). 


TEACHERS' RETIREMENT SYSTEM 
NOTES TO THE FINANCIAL STATEMENTS 


FISCAL YEAR ENDED JUNE 30, 1986 


NOTE A. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
Basis of Accounting 
The Teachers' Retirement System maintains its accounts on 


the full accrual basis of accounting. 


Valuation of Investments 

Short-term investment and state securities are stated at 
cost. Federal and corporate securities are stated at book value 
increased by the amount of unamortized premiums ($1,817,925 in 
fiscal year 1986) and decreased by unamortized discounts 
($14,407,898 in fiscal year 1986). Mortgages were decreased by 


unaccumulated mortgage discount of $109,058 in fiscal year 1986. 


Market value of the investments were as follows: 


June 30, 1986 


Montana Common Stock Pool See OG Ope a elacp 
Common Stock U2, SSN 
Securities pH pS 
Bankers Commercial Paper Acceptances 24,878,476 
U.S. Governmental Securities 75,958 ps7 
Municipal Bonds 1,194,000 
Corporate Bonds 232,944,323 
Securities Subtotal Less site: piltesee! 


Montana Common 

Montana Mortgages 54,742,116 

Land and Buildings 136,000 
$490,416, 300 


Gains and Losses on Bond Swaps 


The deferral and amortization method was used for accounting 
for gains and losses on bond swaps (i.e., the unamortized de- 
ferred gains or losses are netted against the investment account 
and swisittenmorhie over (EheS Imkte sot westther sthesbond!isolid or) tac= 


quired, whichever is less). 


NOTE B. DESCRIPTION OF PLAN 

The Teachers' Retirement System is a defined benefit plan 
that covers all teachers in the state of Montana. The member's 
contribution to the plan is 7.044 percent of the member's salary 
and is deducted by the employer and sent to the Retirement System 
to be credited to the member's individual account. The employer 
pays an amount equal to 7.428 percent of the member's salary to 
the Retirement System. 

A detailed description of the Teachers' Retirement System 
plan can be found in the Montana Code Annotated, Title 19, 
Chapter 4, and in the Montana Teachers" Retirement System Hand- 
book of Information available upon request from the Teachers' 


Retirement System, 1500 Sixth Avenue, Helena, Montana 59620. 


NOTE C. UNFUNDED ACCRUED LIABILITY 

Method of Funding 

The method of funding employed in the actuarial valuation as 
of July 1, 1985, is commonly referred to as the entry age normal 
cost method. This method establishes a normal cost of the 


system, as well as an unfunded percentage of total salaries 


required to fund the benefits, assuming this percentage had been 
contributed since each member's entry into the system. 

The unfunded accrued liability represents the excess of the 
present value of total liabilities over the present assets of the 
system and the present value of expected future contributions for 
normal costs. The unfunded accrued liability was calculated to 
be $559,132,131 as of June 30, 1985. The amortization period of 
the unfunded liability was determined to be 37.55 years. 

The actuary concluded that the Retirement System is funded 
on an actuarially sound basis. This means that the present 
employee/employer contribution rate is sufficient to fund the 


actuarial liability. 


NOTE D. REPORTING 

The financial statements for this period reflect the activi- 
ty in the following accounting entities: 09506 - Teachers' 
Retirement Agency Account, and 08002 - Teachers' Retirement 


Fullam Estate Agency Account. 


NOTE E. COMPENSATED ABSENCES 
Compensated absences represent 100 percent of accrued 
vacation and 25 percent of accrued sick leave for division 


personnel at June 30, 1986. 


NOTE F. PRIOR YEAR ADJUSTMENTS 
The prior year adjustment of $6,851,762 in fiscal year 1986 


resulted from the Department of Administration's decision to 


change state accounting policy and record interest receivable on 
the state's accounting system. In prior years the financial 


statements were manually adjusted for interest receivable. 


NOTE G. DIRECT ENTRIES TO FUND BALANCE 
DEGect ‘centres tom funds balanceavan |fitscal year 1985 of 
($100,459) primarily resulted from the closure of an accounting 


entity maintained by Department of Administration. 
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ACTUARIAL SECTION 


INTRODUCTION 
ANALYSTS oF VALUATION 
NORMAL COST ALLOCATION 
PRESENT VALUE AND BENEFITS 
CONTRIBUTION AnD LIABILITY ALLOCATIONS 
VALUATION COMPARISON 


COMPARISON CONTRIBUTING MEMBERS /MEMBERS 
RECEIVING BENEFITS 


ACTUARIAL FUNDING METHOD AND ASSUMPTIONS 


DISCUSSION oF ACTUARIAL ASSUMPTIONS 


SUMMARY oF BENEFIT PROVISIONS 


This information was compiled from the actuarial valuation 
of July 1, 1985 by Hendrickson and Associates 
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INTRODUCTION 


An actuar{al valuation of the Teachers’ Retirement System of the State 
of Montana has been completed as of July 1, 1985. This valuation was 
authorized by the Teachers' Retirement Board under Section 19-4-203, 
M.R.C. The purpose of the valuation was to determine the financial 
position of the fund, the normal costs and the unfunded accrued lia- 
bility based upon present and prospective assets and liabilities of 
the system as of July 1, 1985. 


Section II presents an analysis of the results of the actuarial valua- 
tion. The numerical findings and membership data supporting this 
analysis are shown in Section III. 


In conducting the actuarial valuation, certain assumptions were made 
as to the future experience of the system. A summary and discussion 
of each of the assumptions is contained in Section IV. 


The valuation 1s based upon the Teachers' Retirement Act and incorpo- 
rates al] amendments as of July 1, 1985. A summary of the major 
provisions of the Act is contained in Section V. 


ACTUARIAL CERTIFICATION 


Based upon the assumptions stated in this report and the employee data 
and other records provided by the Teachers! Retirement System, the 
actuarial valuation contained in this report has been performed in 
accordance with generally accepted actuarial principles and techniques. 


Alton P. Hendrickson 
Member, American Academy 
of Actuaries 
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ACTUARIAL CONUULTAINTS 


Summary of Findings 


An actuarial valuation of the Montana Teachers' Retirement System was 
conducted as of July 1, 1985. This valuation concluded that the system is 
funded on an actuarfally sound basis. The total contribution rate of 
14.472% of salaries is sufficient to finance the cost of benefits as they 
accrue in the future as well as to amortize the current unfunded liability 
over a period of 37.55 years. The previous actuarial valuation on July l, 
1983 determined that the unfunded liability would be amortized over a 
period of 40.25 years. The decrease in the amortization period is largely 


attributable to a change in the actuarial assumptions used in the current 
valuation. 


The employer contribution rate was changed from 7.320% to 7.428% as of 
July 1, 1985, increasing the total statutory contribution rate to 14.472%. 


This increase was required to fund the cost of benefit increases granted to 
retired members. 


The liabilities of the system have increased since July 1, 1983. The 
additional liabilities resulted from an increase in the covered payroll as 
well as increased benefits to retired members. During the same period, the 
assets increased by approximately 1/3. The specific effects of the actual 


experience over anticipated experience are discussed below for active and 
inactive members. 


Actuarial Assumptions 


As part of the actuarial valuation of July 1, 1985, the applicable assump- 
tions were reviewed and compared with past experience. This review and 
comparison determined that a change in several of the assumptions was 
warranted. In particular, the long-term annual investment rate assumption 
was increased from 7% to 8%. This change was made in light of the current 


investment return on the system's funds as well as anticipated returns in 
future years. 


The future salary increase assumption was increased in conjunction with the 
investment rate assumption change. Historically, investment earnings and 
cost-of-living increases have held at a relatively constant spread on a 
long-term basis. Although cost-of-living indices have not increased sub- 
stantially in the last several years, the cost-of-living assumption was set 
at 6.5% in anticipation that investment earnings and cost-of-living in- 
creases will follow a historical trend. 


eZ 


The mortality rates were changed to reflect a national trend of increased 
longevity. This change was accomplished by setting the ages back on the 
mortality rates one year. 


A change was also made in the retirement rate assumption. The number of 
retirees in the last few years has been significantly higher than in the 
preceding eight years. In order to properly recognize the lfabilities for 
members electing early retirement, the probability of retirement at each 
age was increased 5%. 


The net effect of the actuarial assumption changes was a decrease in the 
total lfability by 5.2%. The unfunded liability was decreased 5.9% from 
$594,483,290 before the changes to $559,132,131 after the changes. The 
funding position was affected by reducing the amortization period of the 
unfunded liability from 40.64 years before the changes to 37.55 years after 
the changes. 


Yaluation of Active Members 


The number of active members grew from 14,243 in 1983 to 14,989 in 1985, 
representing a 5.2% increase. In the same period, the payroll grew from 
$293 239,064 to $330,241,152. This represented a 12.6% increase. The 
average salary grew from $20,588 to $22,032. 


The present value of benefits for active members increased from $777,759,735 
in 1983 to $844,771,503 in 1985. The lfability was increased 14.6% because 
of the increased payroll. This was offset by a 5.5% decrease in liabil- 
ities because of the change in the actuarial assumptions, resulting in 8.6% 
net change. 


The average age of active members of the Teachers! Retirement System is 
39.7 years, the average completed service is 9.8 years, and the average 
salary is $22,032. 


Valuation of Inactive Members 


The number of members receiving benefits grew from 5,172 in 198 to 5,672 
in 1985. During the same period, the annual benefits grew from $28,001,676 
to $36,895,176 representing a 31.8% increase. The liability for inactive 
members grew from $263,743,569 in 1983 to $337,169,990 in 1985. The liabil- 
ities increased 34.5% due to increased benefits, which were offset 5.2% by 
a change in the actuarial assumptions, resulting in a net change of 27.8%. 


The average age of members receiving benefits is 70.5 years. The average 


number of years worked prior to retirement is 25.4 years and the average 
monthly benefit being paid is $542. 


13 


General 


During the biennium, the assets grew from $291,844,682 to $390,093,608, 
representing a 33.7% increase. This increase is the result of contribu- 
tions to the system as well as investment earnings. The liabilities of the 
system also increased during the biennium, but the growth in the assets 
allowed the system to continue to be well funded. 


A thorough review was made of the data provided by the Teachers!’ Retirement 
System. This review included an examination for completeness and reason- 
ableness. It was concluded that the data maintained is very complete and 
accurate. A detailed summary of this data is illustrated in Section VI of 
this report. The active members have been categorized by full-time and 


part-time members in order to prevent any distortion of the average sala- 
ries. 


From an actuarial standpoint, the Teachers! Retirement System appears to be 
well-managed. The system's liabilities are being funded in a manner which 
will allow the unfunded liability to be funded in less than 40 years; 
investment earnings on assets remain high; and the accounting and record 
keeping systems provide complete and accurate data. 
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(2) 


(3) 
(4) 


Normal Cost Contribution Rate: 


NORMAL COST ALLOCATION 


(a) Retirement 6.071% 
(b) Disability 0.264 

(c) Survivors 0.340 

(d) Vested Terminations 0.328 

(e) Withdrawals 1.669 

(f) Total Rate 8.672% 
Present Value of Future Salaries 

Of Current Members $2,683 ,530,369 

Normal Cost Contribution Rate 8.672% 
Present Value of Future Normal Costs 

For Current Members (1(f) * (2)) $ 232,715,754 
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PRESENT VALUE OF BENEFITS 


(1) Present Value of Benefits - Inactive Members 


(a) 
(b) 
(c) 
(d) 
(e) 
(f) 


(g) 


(h) 


Retirement 

Disability 

Survivors 

Vested Terminations 
Withdrawals 

Tax Sheltered Annuity 


Excess Interest Payment 


Total Inactive 


(2) Present Value of Benefits - Active Members 


(a) 
(b) 
(c) 
(d) 
(e) 
(f) 


(g) 


(h) 


Retirement 

Disabil ity 

Survivors 

Vested Terminations 
Withdrawals 

Tax Sheltered Annuity 


Legacy Fund 


Total Active 


(3) Total Liabilities 
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$ 297,522,193 


11,338,805 
14,098,256 
9,720,870 
2,706,623 


1,720,523 


337,169,990 


676,039,063 
15,974,264 
27,869,812 
22,010,548 

100,834,178 

1,985 136 


$1,181,941 ,493 


(1) 


(2) 


(3) 


Unfunded Accrued Liability 


(a) 
(b) 
(c) 


(d) 


Contribution Rates Amortized over 40.00 Years 


(a) 


(b) 


(c) 


(d) 


Contribution Rates Amortized over 37.55 Years 


(a) 


(b) 


(c) 


(d) 


CONTRIBUTION AND LIABILITY ALLOCATIONS 


Present Value of Benefits 


Present Value of Future Normal Costs 


Fund Assets 


Unfunded Liability (a)=-(b)-(c) 


Present Value of Salaries 
During Next 40.00 Years 


Unfunded Contribution Rate 


Normal Cost Rate 


Total Funding Rate 


Present Value of Salaries 
During Next 37.55 Years 


Unfunded Contribution Rate 


Normal Cost Rate 


Total Funding Rate 


1(d)/2(a) 


1(d)/3(a) 


$ 1,181,941,493 
232,715,754 
390,093 ,608 


eeecee eee re 


$ 559,132,131 


$10,110,377,712 


5 530% 


14.202% 


$ 9,640,209,155 


14.472% 


VALUATION COMPARISON 


Present Value of Total Benefits 


Total 
Average for All Members 


Unfunded Past Service Liability 


Total 
Average for Al] Members 


Assets 


Total 
Average for All Members 


Present Value of Accrued Benefits 


Vested Benefits 
Nonvested Benefits 


Total Benefits 
Normal Contribution Rate 


Recommended Contribution Rate for 
Unfunded Past Service Liability 


1984 


$1,041,159,207 


53 5627 


$ 519,174,525 


26,741 


$ 291,844,682 


15,032 


$ 596,865,662 
1124082999 


$ 608,274,661 


Total Recommended Contribution Rate 
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8.593% 


2.s198% 


14.391% 


1985 


$1,181,941,493 
57,206 


$ 559,132,131 
27,062 


$ 390,093 ,608 
18,881 


$ 762,855,401 
se 9232 508: 


$ 782,778,969 


8.672% 


—2.s800% 
14.472% 


COMPARISON OF CONTRIBUTING MEMBERS 


1983 1985 
Number of Lives 14,243 14,989 
Annual Salaries $293 239,064  $330,241,152 
Average Annual Salaries $ 20,588 $ 22,032 


COMPARISON OF MEMBERS RECEIVING BENEFITS 


1983 1985 

Number of Lives 

Retired 4,665 5,136 

Disabled 227 235 

Survivor pete 4310) 30) 

Total 5,172 5,672 
Annual Benefit Payments 

Retired $25,757,109 $34,263,876 

Disabled ; 1,053,651 1,203,780 

Survivor —_12190,916 

Total $28,001,676 $36,895,176 
Average Monthly Benefit Payments 

Retired $460 $556 

Disabled 386 427 

Survivor 354 =395 

Total $451 $542 
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ACTUARIAL FUNDING METHOD AND ASSUMPTIONS 


The true cost of the Teachers! Retirement System will be determined by 
its future experience. In determining the financial requirement of the 
fund, certain assumptions were made as to the expected future experience. 
This section summarizes the funding method applied as well as the basic 
assumptions used. 


Any variations in the actual experience of the fund from those assumed 

in this valuation may cause changes in the projected future costs of the 
fund. It is therefore necessary that the actuarial assumptions be re=- 
viewed from time to time with adjustments as expertence warrants. It is 
also important that regular valuations be performed to determine the 
financial effect of variations between the actual and assumed experience. 


The assumptions shown below were based upon the past experience of the 
fund together with the projections as to future exper tence. 


FUNDING METHOD 


The method of funding employed is commonly referred to as the entry 
age normal cost method. This method establishes a normal cost of each 
fund as well as an unfunded accrued liability. The normal cost is the 
level percentage of total salaries required to fund the benefits, 
assuming this percentage has been contributed since each member's 
entry into the fund. 


The unfunded accrued liability represents the excess of the present 
value of total lfabilities over the present assets of the fund and 
the present value of expected future contributions for the normal cost. 


In order to maintain the fund on an actuarially sound basis, the rate of 


contribution should be such as to meet the normal cost in addition to 
making progress towards the amortization of the unfunded liability. 
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Mortality Rates 


The 1971 Group Annuity Mortality Table ratio for males and females are 
applied to active members and those receiving benefits. The mortality 
rates were set back one year to reflect increased life expectancies. 


Disability Rates 


The disability rates for males and females are based upon rates 
published by the Railroad Retirement board. 


Retirement Rates 


The retirement rates are based upon the past experience of the system 
and projected future experience with a trend toward earlier retire- 
ments. 


Withdrawal Rates 


The withdrawal rates are based upon the experfence of the system. 
These rates represent the net effect of the experience of the system 
including the termination of members, the reemployment of terminated 
members» and the purchase of credit for past service. 


Future Salaries 


The rates of salary increase are based upon an underlying cost-of- 
living assumption of 6.5% per ann+m. Meritorious service and longevity 
increases were also taken into account. 


Investment Earnings 


The net investment earnings rate is assumed to be 8% compounded 
annually. 


Admininstrative Expenses 


The administrative expenses of the system are assumed to be funded by 
excess investment earnings. 


Termination Benefits 


All members terminating with less than five years of service are 
assumed to request an immediate withdrawal of their personal contribu- 
tions with interest. Members with five or more years of service are 
assumed to select the benefits most advantageous to them under the 
given assumptions. 
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SUMMARY OF BENEFIT PROVISIONS 


Effective Date September 1, 1937 


Vesting Period 5 years. No benefits are payable unless the 
member has a vested right, except the return 
of employee contributions with interest. 


Final Compensation Average of highest 3 consecutive years of 
earned compensation. 


Normal Form of Benefits Life only annuity. All benefits cease upon 
death; however, in no event will the member 
receive less than the amount of employee 
contributions with interest. 


Normal Retirement Benefits 
Eligiblity: 25 years service or age 60. 


Benefit: The retirement benefit is equal to 1/60 of 
final compensation for each year of service. 


Eariy Retirement Benefits 
Eligibility: 5 years of service and age 50. 


Benefit: The retirement benefit 1s calculated in the 
same manner as described for normal retire- 
ment, but the benefit is reduced 1/2 of 1% 
for each of the first 60 months early and 
3/10 of 1% for each of the next 60 months 


early. 
Death Benefits 
Eligibility: 5 years of service. 
Benefit: The death benefit {is equal to 1/20 of final 


compensation for each year of service accrued 
at date of death with an actuarial adjustment 
based on the relation of the member's age at 
death to the beneficiary's age. A monthly 
benefit of $100 is paid to each child until 
age 18. In addition, a lump sum benefit of 
$500 is paid upon the death of an active or 
retired member. 


D2 


Disability Benefits 
Eligibility: 


Benefit: 


Withdrawal Benefits 


Tax Sheltered Annuity 


Contributions 


5 years of service. 


The disability benefit is equal to 1/60 of 
final compensation for each year of service 
accrued at date of disability. The minimum 
benefit is 1/4 of the final compensation. 


With less than 5 years of service, the 
accumulated employee contributions with 
interest are returned. With more that 5 
years, the member may elect a refund of 
contributions with interest, or may leave the 
contributions and interest and retain a 
vested right to retirement benefits. 


The Teachers' Retirement System sponsors a 
tax-deferred annuity program for the benefit 
of its members. The policies of this program 
have been established in accordance with the 
guidelines set by the Internal Revenue Ser- 
vice. The benefits provided by this program 
are determined solely by the value of the 
member's account (voluntary contributions 
plus interest) using actuarial tables pro- 
vided by the Retirement Board. 


Employee: 7.044% of compensation 


Employer: 7.428% of compensation 
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RETIREMENT SYSTEM 


SUMMARY OF ADMINISTRATIVE EXPENSES 


JULY 30, 1985 TO JUNE 30, 1986 


RESPONSIBILITY CENTER 301 


Personal Services: 
Per Diem 

Operating Expenses 
Contracted Services 
Travel 


RESPONSIBLITY CENTER 3600 


Personal Services: 
Salaries 
Other Compensation 
Employee Benefits 


Operating Expenses: 
Contracted Services 
Supplies and Materials 
Communications 
Travel 
Rent 
Utilities 
Repair & Maintenance 
Other Expenses 


Equipment: 
RESPONSIBILITY CENTER 3601 


Personal Services: 
Compensated Absenses 


Operating Expenses: 
Contracted Services 
Supplies and Materials 
Utilities 
Repairs & Maintenance 
Taxes and Assessments 


Equipment: 
RESPONSIBLITY CENTER 3603 


Depreciation 
Equipment 


TOTAL 


250.00 


3),,0:9)2;., 010 
Spl Ws} 


HSI 572 50:8 
2,400.00 


38,966.38 


58,091 21 
Tips Orsi 
26,180.24 
Gres oS 
AY pig s74 
349755 
87198). 16.7 

OMAR 2/6 


Lpo89 OL 


2,545.00 


TD si67.,010 
Sy 5010 
SpA OT ei 4 
5,742.00 

38.39 


2,394.00 


6,458.00 
(8,976.00) 


39 


250.00 


3443.78 


222,938.46 


Sl OL sw20 


1,389.01 


2,545.00 


16,570.53 


2,394.00 


$3,693. 


356,140. 


78 


74 


53 


2 DOO. 


6,458. 


00 
00) 


(87.976. 


05 


$378,826. 


PERIOD ENDED 


JUNE 


JUNE 


JUNE 


JUNE 


JUNE 


JUNE 


JUNE 


30, 1980 
SO, Wey{esal 
305 U7 
S30) 7 wees 
S305 deen 
305 Lis 


30, 1986 


PERIOD ENDED 


30), E980 
30, Loe 
30a L982 
BO, iskss 
310), 19/84 
30), L985 


310) jae LOISi6 


ACTIVE MEMBERS 


14,939 
4, 7S 
14,852 
a, oa x 
1S Aika 
Up aWe 


INS), 2)Syah 


RETIREMENT 


4,040 
sie 
4,336 
AF 45alex 
4,653 
4,936 


By, 5 8 


MEMBERSHIP 


INACTIVE 


SURVIVORS 


25 vil 
ZiGw 


268 


Silat 


VESTED MEMBERS 


RETIRED MEMBERS AND BENEFIT RECIPIENTS 


DISABILITY 


95 


220* 


223 


Daw 


239 


INACTIVE 


NON-VESTED 


2,445 
Ppp A'S) 1/3 
Wass} S) 
4 UB is 


27 Las 


i) 


CHILD 
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50 


45* 


42 


42* 


46 


Bul 


58 
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is} (ALS) 
17,934 
IOF/ 5 S)5) 7) 
VT Or 
te} AIL) 
18,238 


19,008 


TOTAL 


TOTALS WILL NOT AGREE WITH THOSE SHOWN IN THE ACTUARIAL SECTION DUE TO 
THE DIFFERENT TIME FRAMES FROM WHICH THE INFORMATION WAS EXTRACTED. 


This information includes tax 


40 


sheltered annuities. 


LOCATION OF BENEFIT 


RECIPIENTS, 
Alabama 2 
Alaska 10 
Arizona 143 
Arkansas it 
California 188 
Colorado 47 
Connecticut 4 
District of Columbia 1 
Florida ANS} 
Georgia 4 
Hawaii 4 
Idaho 60 
fell enOaS aa 
Indiana 2 
Iowa 8 
Kansas dh 
Kentucky 3 
Louisiana 3 
Maine al 
Maryland 4 
Massachusetts 5 
Michigan 5 
Minnesota 67 
Missouri 14 
Montana exe) 


4] 


1209-816 


Nebraska 
Nevada 

New Jersey 
New Mexico 
New York 
North Carolina 
North Dakota 
Ohio 

Oklahoma 
Oregon 
Pennsylvania 
Rhode Island 
South Carolina 
South Dakota 
Tennessee 
Texas 

Utah 

Virginia 
Washington 
West Virginia 
Wisconsin 
Wyoming 
Canada 

Japan 


TOTAL 


108 
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Gere 


250 copies of this public document were pub- 
lished at an estimated cost of $3.08 per copy, fora 


total cost of $770.00, which includes $600.00 for 
printing and $170.00 for distribution. 
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